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Introduction

Please state your name and position.
My name is Peter Lazare. | am a Senior Rate Analyst with the lllinois Commerce
Commission (*“Commission”). | work in the Financial Analysis Division on rate

design and cost-of-service issues.

Are you the same Peter Lazare who prepared direct testimony in this
proceeding?

Yes, | am.

What is the subject of your testimony?

| respond to rebuttal testimony presented by lllinois American (“IAWC” or the
“Company”) witnesses Grubb (IAWC Ex. 4.10) and Herbert (IAWC Ex. 11.10)
concerning rate design and cost of service issues. In addition, | present an
analysis of the bill impacts that would result from my proposed rates for the

Sterling and Pekin divisions.

Response to Mr. Grubb

Please summarize Mr. Grubb’s rebuttal to your direct testimony.

Mr. Grubb first takes note of my proposal that the Company file a cost of service

study in its next rate proceeding and indicates that it will do so in the next case.
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(IAWC Ex. 4.10, pp. 29-30, lines 660-665)

Second, he responds to my discussion of single tariff pricing and indicates that
the Company supports this concept “where appropriate.” He further states that
the Company “does not object” to my recommendation that the Company
examine in the next rate case whether the Sterling district should be included in

the single tariff pricing group. (IAWC Ex. 4.10, p. 30, lines 666-675)

What is your reaction to these statements by Mr. Grubb?

| find his statements acceptable.

Does Mr. Grubb leave any issues out of his discussion?

Yes. He fails to respond to my discussion and proposals for moving toward
common customer charges, block structures and usage charges for IAWC’s
downstate districts. (ICC Staff Ex. 6.0, pp. 29-33, line 704-794) | had proposed
that the Company provide analyses and present proposals that would generally
move the downstate districts towards a uniform rate structure for: (1) customer
charges by meter size; (2) usage blocks and (3) usage rates. Since Mr. Grubb
has not responded in these areas, | assume he has no objection to my proposal. |
Therefore, it would be reasonable for the Commission to direct the Company in

its next rate case to present proposals in each of these areas consistent with the

recommendations in my direct testimony.
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Response to Mr. Herbert

Does Mr. Herbert provide general responses to your proposed cost of
service studies and rate designs for Sterling and Pekin?

Yes. He indicates that my cost of service studies “are generally acceptable and
can be used for the purposes of rate design in this case.” (IAWC Ex. 11.10, p. 3,
lines 46-47) Mr. Herbert further indicates that the Company generally agrees with

my proposed rate design but raises two concerns.

What are these concerns?

Mr. Herbert criticizes my proposals to reduce public fire revenues for Sterling and
Pekin by 36% and 20%, respectively, when | am proposing significant increases
in other charges. He also states that my proposed rates produce revenue
shortfalls of $34,478 and $95,466 for Sterling and Pekin, respectively. (IAWC Ex.

11.10, pp. 3-4, lines 48-69)

How do you respond to Mr. Herbert?

While | am sympathetic with Mr. Herbert’s concerns from the standpoint of bill
impacts and rate continuity, | am bound by the provisions of the Illinois Public
Utilities Act (the “Act”) which fail to provide leeway on this issue. According to
Section 9-223 of the Act, “Any fire protection charge imposed shall reflect the

costs associated with providing fire protection service for each municipality or fire

protection district.”
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This language indicates that fire protection charges should be based on costs.
The Company’s proposal to maintain charges at current levels would clearly

deviate from this principle.

Thus, | conclude that fire protection charges should be set at cost even if that
means significant reductions in those charges would result in greater increases in

other charges.

What is your response to Mr. Herbert's claim of shortfalls in revenues for
Sterling and Pekin under your proposed rates?

| find his claim to be true. The rates | developed in direct testimony did not fully
recover the revenue requirements proposed by Staff for Sterling and Pekin in

direct testimony.

How do you propose to address this shortfall in the rates you proposed in
direct testimony?

| have updated my proposed rates and underlying cost studies to correct these
errors. | have attached to my testimony Schedules 16.1-S and 16.1-P which
present revised sets of rates and accompanying cost of service studies for
Sterling and Pekin, respectively that conform to the revenue requirements for

these division proposed by Staff Witness Jones in direct testimony. (See ICC

Staff Ex. 1.0, Schedules 1.1-S (Sterling) and 1.1-P (Pekin)
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Bill Impacts

Have you prepared analyses of the bill impacts resulting from your
proposed rate designs for the Sterling and Pekin divisions?

Yes, | have prepared bill impact analyses that reflect my proposed rate designs
and are provided in the attached Schedules 16.2-S, 16.2-P, 16.3-S, and 16.3-P.
Schedules 16.2-S and 16.3-S are bill impacts analyses for the Sterling division.
Schedules 16.2-P and 16.3-P present the same analyses for Pekin. The bill
impacts analyses in these schedules mirror the Company's method for analyzing

bill impacts presented in its 83 Hil. Adm. Co 285 Schedules E-5 and E-7.

What do you conclude from these analyses?
They show that Staff's proposed rates provide a reasonable balance between
cost of service and averting unreasonable bill impacts. Therefore, | recommend

the Commission adopt Staff's proposed rate design for this proceeding.

Does this conclude your prepared rebuttal testimony?

Yes, it does.
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llinois American Water Company {LLINOIS COMMERCE COMMISSION page 12 of 17

Docket No. 07-0507 Cost of Service Study

ICC Staff Exhibit 16.0-C "Percent Allocation to Customer Groups”

Schedule 16.1-5

DESCRIPTION RESIDENTIAL  COMMERCIAL  INDUSTRIAL  RAW WATER CLAss 7 cLassa PUBLIC SALESFOR FIRE TOTAL
AUTHORITY RESALE  PROTECTION

Base §6.15% 22.51% 4.02% 0.00% 0.00% 0.00% 553% 0.00% 0.99% 100.00%

Maximum Day 58.19% 8.25% 247% 0.00% 0.00% 0.00% 162% 0.00% 20.47% 100.00%

Maximam Hour 43.92% 9.86% 1.28% 0.00% 0.00% 0.00% 132% 0.00% 4362% 100.00%

Commercial 89.73% T.70% 0.37% 0.00% 0.00% 0.00% 0.72% 0.00% 148% 100.00%

Meters 85.47% 1.74% 0.55% 0.00% 0.00% 0.00% 2.14% 0.00% — 100.00%

Services 89.82% 870% 0.44% 0.00% 0.00% 0.00% 1.04% 0.00% e 100.00%

Fire Service-Hyd — — — — — — —_ — 100.00% 100.00%

KLINCIS COMMERCE COMMISSION
Cosl of Service Study
"Cost Allocation to Customer Groups”

DESCRIPTION RESIDENTIAL COMMERCIAL  INDUSTRIAL  RAWWATER CLASS 7 CLABS 8 PUBLIC SALES FOR FIRE TOTAL
AUTHORITY RESALE PROTECTION
Base 1,486,762 505,963 108,227 0 0 0 124,382 [} 22,253 2,247,587
Maximum Day 317,662 45,043 13489 0 0 0 8850 0 160,861 5454914
Maximum Hour 230,048 51,872 8725 0 ] 0 6,956 0 229,303 525,883
Commerciat 0,756 29,240 1417 0 0 ] 274 n 5,620 375,763
Meters 304,595 41,831 2,305 0 0 Q 7642 L] — 356,373
Services 197,088 19,083 3] 0 0 0 2277 Q0 —_ 219,429
Fire Service-Hyd — —_— —_ — — — . —_ 77,973 77,973
Adjustments * (31,510) (7,588} (1.458) 0 ¢ 0 (1,674} 0 {5,432) {47,661)
Small Main Adjustment (38,503} 24,857 4,769 0 0 0 8877 0 0
TOTAL GOST OF SERVICE 2,807,807 710,301 136,445 0 0 0 160,044 0 490,660 4,305,262
Percent of COSS 65.22% 16.50% 311% 0.00% 0.00% 0.00% 372% 0.00% 11.40% 100.00%
Special Tariff Revenues 0
Other Operating Revenuet 47,661
*for Other and for Unbiliec Unbilled Reverues

0
Total Revenues 4,352,923




linois American Water Comp: ILLINOIS COMMERCE COMMISSION page 13 of 17

Docket No. 07-0507 Cost of Service Study
ICC Staff Exhibit 16.0-C "Fire Protection Allocation”
Scheduie 16.1-S
Equiv,
FIRE PROTECTICN Conn.
Public, monthly 5,928
Private, wmonthly 1,261
Total Equiv. Connections 7,189
Total Fire Protection per Cost of Service Study 490,660
Less Billing Costs 5,620
Less Hydrant Costs 77,973
Total Non-hydrant Fire Protection Costs 407,066
Total Non-hydrant Fire Protection Costs
Per Egquiv. Connection, monthly 56.62
Public Fire Protection Connection Costs 335,667
Plus Hydrant Costs 45,701
Total Public Fire Protection Costs 381,368
Total Private Fire Protection Connection Costs 71,399
Plus Billing Costs 5,620
Plus Hydrant Costs 32,273
Total Private Fire Protection Costs 109,292
ILLINOIS COMMERCE COMMISSION
Cost of Service Study
"Private Fire Protection Rates"
Monthly Monthly
Private Fire Prot. Ratioc # COSS Rates Staff Rates
less than 3" 0.056 7.83 8.00
3 0.162 13.83 14 .00
4 0.344 24 .17 24.00
[ 1.000 61.30 61.00
8 2.131 125,35 125.00
10 3.832 221.68 222.00
12 6.190 355.20 355.00
la 13.162 751.64 752.00

# - ratic based on capacity
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Docket No. 07-0507
ICC Staff Exhibit 16.0-C
Schedule 16.1-S
Page 17 of 17
ILLINOIS COMMERCE COMMISSION
Cost of Service Study
“Explanation of Allocation Codes™

This code refers to allocations made 100 percent to Base Cost. Base Costs are costs which tend to
vary with the quantity of water used and do not contain elements necessary to meet variations in
demand,

This code refers to allocations divided between Base Cost and Extra Capacity Cost on the ratio of
the average annual consumption per day to the maximum consumption on the Maximum Day.
Extra Capacity costs are those costs associated with meeting rate of use requirements in excess of
the average.

This code refers to allocations divided between Base Cost and Extra Capacity Cost on the ratio of
the average annual consumption per day to the maximum hourly consumption.

This code refers to allocations made 100 percent to Extra Capacity - Maximum Hour.
This code refers to allocations made 100 percent to commercial costs associated with serving
customers irrespective to the amount of water used or the maximum demand. They include meter

reading, billing, customer accounting and collection expenses.

This code refers to allocations made 100 percent to maintenance and capital charges on customer
meters.

This code refers to allocations made 100 percent to maintenance and capital charges on customer
services.

This code refers to allocations made 100 percent to Fire Protection - Hydrants.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of plant in service as developed and shown on page 6 of 17 of this Schedule.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of operating and maintenance expenses has been allocated before
administrative and general expenses and without considering fuel, power and chemical costs.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of labor costs if available or on the basis of Allocation Code 10 if not.

This code refers to allocations divided among Base Cost, Extra Capacity -Maximum Day and
Extra Capacity - Maximum Hour.

This code refers to allocations divided among various cost functions in the same percentage ratio
as the average of all items in that subgroup.
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llinois American Water Company ILLINOIS COMMERCE COMMISSION page 12of 17

Docket No. (7-0507 Cost of Service Study

ICC Staff Exhibit 16.0-C "Percent Allocation to Customer Groups™

Schedule 16.1-P

CESCRIPTION RESIDENTIAL  COMMERCIAL  INDUSTRIAL ~ RAW WATER CLASS Y CLASS § PUBLIC SALES FOR FIRE TOTAL
AUTHORITY RESALE PROTECTION

Base 33.06% 9.74% 47.38% 0.00% 0.00% 0.00% 8.81% 0.00% 0.99% 100.00%

Maximum Day 44.41% 545% 37.13% 0.00% 0.00% 0.00% 3.95% 0.00% 9.06% 100.00%

Maximum Hour 43.53% 8.46% 24.96% 0.00% 0.00% 0.00% 4.18% 0.00% 18.87% 100.00%

Commercial 91.01% 6.98% 0.19% 0.00% 0.00% 0.00% 1.00% 0.00% 0.82% 100.00%

Meters §1.67% 11.06% 310% 0.00% 0.00% 0.00% 4.18% 009% — 100.00%

Senvices 89.77% 8.06% 0.52% 0.00% 0.00% 0.00% 154% 0.00% _ 100.00%

Fire Service-Hyd - nenn e — —-— e -— ——— 100,00% 100.00%

ILLINOIS COMMERCE COMMISSION
Cost of Service Study
"Cost Allocation to Customer Groups™

DESCRIPTION RESIDENTIAL COMMERCIAL  INDUSTRIAL ~ RAWWATER CLASS 7 CLASS 8 PUBLIC SALES FOR FIRE TOTAL
AUTHORITY RESALE PROTECTION
Base 483,541 142,406 693,089 0 [ 0 128,884 0 14,479 1,462,399
Maximum Day 238,301 29,242 199,250 0 i} 0 21,172 0 43,614 536,579
Maximum Hour 607,189 135,517 399,735 0 ¢ 0 66,900 0 302,311 1,601,662
Commergial 1,010,170 77,475 2,056 0 ¢ 0 11,089 0 9,139 1,108,938
Meters 377873 51,134 14,332 0 0 0 19,338 ] - 462,777
Services 1,040,337 93438 6,034 0 ¢ 0 19,031 0 - 1,158,840
Fire Service-Hyd — — —_ — — — — — 327,850 327,650
Adjustments * (55,410} (7.621) {18,931) 0 [+ 0 (3,837} 0 (10,143) {95,911)
Small Main Adjustment 319,863 130,297 {464.414) 0 [ 0 14,264 ] 0
TOTAL COST OF SERVICE 4,111,964 651,887 831,1: ] 0 0 276,851 0 652,080 6,563,933
Percent of COSS 62.64% 9.9% 12.66% 0.00% 0.00% 0.00% 4.22% 0.00% 10.54% 100.00%
Special Tariff Revenues 0
Other Operating Revenues 95,911
* for Other and for Unbille Unbilled Revenues 0

Total Revenuss 6,656,844




Hinois American Water Comp: ILLINOIS COMMERCE COMMISSION
Docket No. 07-0507 Cost of Service Study

ICC Staff Exhibit 16,0-C "Fire Protection Allocation"
Schedule 16.1-P

FIRE PROTECTION

Public, monthly

Private, monthly

Total Equiv. Connections

Total Fire Protecticn per Cost of Service Study
Less Billing Costs
Less Hydrant Costs

Total Non-hydrant Fire Protection Costs

Total Non-hydrant Fire Protection Costs
Per Equiv. Connection, monthly

Public Fire Protection Connection Costs
Plus Hydrant Costg
Total Public Fire Protection Costs
Total Private Fire Protection Connection Costs
Plus Billing Costs

Plus Hydrant Costs

Total Private Fire Protection Costs

ILLINOIS COMMERCE COMMISSION
Cost of Service Study
»private Fire Protection Ratesz"

Monthly
Private Fire Prot. Ratic # COSS Rates
less than 3" 0.056 7.62
3 0.162 10.19
4 Q.344 14 454
6 1.000 30.58
8 2.131 58.07
10 3.832 950 .42
12 5.190 156.74
14 12.192 326.92

# - ratio based on capacity

page 13 of 17

Equiv.
Conn.

12,912
1,704
14,6186
692,080
3,139

327,650

355,281

24 .31
313,860
327,650
641,510

41,432
9,135
¢

50,571

Monthly
staff Rates

8.00
10.00
15.00
31.00
58.00
95.00

157.00
327.60
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Docket No. 07-0507
ICC Staff Exhibit 16.0-C
Schedule 16.1-P
Page 17 of 17
ILLINOIS COMMERCE COMMISSION
Cost of Service Study
“Explanation of Allocation Codes™

This code refers to allocations made 100 percent to Base Cost. Base Costs are costs which tend to
vary with the quantity of water used and do not contain elements necessary to meet variations in
demand.

This code refers to allocations divided between Base Cost and Extra Capacity Cost on the ratio of
the average annual consumption per day to the maximum consumption on the Maximum Day.
Extra Capacity costs are those costs associated with meeting rate of use requirements in excess of
the average.

This code refers to allocations divided between Base Cost and Extra Capacity Cost on the ratio of
the average annual consumption per day to the maximum hourly consumption.

This code refers to allocations made 100 percent to Extra Capacity - Maximum Hour.
This code refers to allocations made 100 percent to commercial costs associated with serving
customers irrespective to the amount of water used or the maximum demand. They include meter

reading, billing, customer accounting and collection expenses.

This code refers to allocations made 100 percent to maintenance and capital charges on customer
meters.

This code refers to allocations made 100 percent to maintenance and capital charges on customer
services.

This code refers to allocations made 100 percent to Fire Protection - Hydrants.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of plant in service as developed and shown on page 6 of 17 of this Schedule.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of operating and maintenance expenses has been allocated before
administrative and general expenses and without considering fuel, power and chemical costs.

This code refers to allocations divided among various cost functions in the same ratio as the
average allocation of labor costs if available or on the basis of Allocation Code 10 if not.

This code refers to allocations divided among Base Cost, Extra Capacity -Maximum Day and
Extra Capacity - Maximum Hour.

This code refers to allocations divided among various cost functions in the same percentage ratio
as the average of all items in that subgroup.
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